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EIN: ********** 
U i s i r i c t :  * * * * * * * *  

Decr Appl ican t :  

We have consitlered your a p p l i c a t i o n  f o r  r e c q n i t i o n  of exemption 
from f e d e r a l  incorn! t a x  a8 a n  o r g a n i z a t i o n  descr ibed in s e c t i o n  501(c)(3)  
of t h e  I n t e r n a l  Rer,errue Code. Por t h e  rreseona s t a t e d  below, we have 
concltided t h a t  you do no t  q u a l i f y  f o r  t a x  exemption under t h i s  s e c t i o n .  
Your p r o t e s t  r i g h t s  Are a l ~ o  s t a t e d  below. 

You were incorpora ted  on **** * * *****, purauant t o  t h e  n o n p r o f i t  
s t a t u t e  of the  S t a t e  of ***  . A r t i c l e  Third  of t h e  incorpora t ing  
i n ~ t r l ~ m e n t  s e t s  f o r t h  your purposes A s  foil-re: 

"******* * *  ******  ****   wa.8 formed, t o  do wha twe-  i t  l s g a l l y  
can ,  t o  h e l p  our pub l i c  d r i n k i n g ,  and ba th ing  water ,  be c l e a n e r ,  o r  
p roper ly  c leaned .  Publ ic  marenenen,  inte-:eet, f u n d r a i s i n g ,  educa t ion ,  
working f o r  p u b l i c  suppor t ,  governrsent, and p r i v a t e  e n t e r p r i s e  a c t i o n ,  
a r e  8.11 covered,  by aome a s p e c t ,  o'l * * * * * * * *** ******  ****  . * * * * * *   
* *  ******  ****   a:ousee f n t e r e s t ,  i n  h e a l t h y ,  s a f e  water uee ,  a t  horn 
and away from home, and t h e  need f o r  money, t o  improve wa te r  c l ean ing  
equipment." - 

You c p c r a t e  out: of the  hone 3f your founder and P r e o i d e n t ,  *****   
******  . *** ******* has  p e r f o r m ~ d  by himself  a l l  of your o p e r a t i o n s  

II -- 
t o  d a t e .  He has pra!eented an "o r ig ina l .  proposal"  t o  v a r i o u ~  g o v e r m e n t n l  
a u t h o r i t i e s  concarn:.ng h e a l t h y  welter uee ,  fund- ra i s ing ,  and t h e  p o e i t  i v e  
r o l e  which yoti may play i n  h p r o v i n g  t h e  n a t i o n ' s  wa te r  q u a l i t y .  Funds 
r a i s e d  by you w i l l  be ueed t o  he'!? water c l c a n i q  c o m p a n i e ~  imprtsve t h e i r  
equipment and mater i .a la ,  improve e q u . i ~ e n t  and m a t e r i a l s  i n  homes and o t h e r  
b u i l d i n g e ,  and t o  pr,ovide employment, ns t . ienal . ly ,  on jobs relatc!d t o  
Improving t h e  nat ior1 '8  water  eys tm. F u r t h e r ,  w t e r  r e l a t e d  mallufaceuring 
companies w i l l  be a ided .  

You w i l l  t u r n  over  money a o l l e c t e d ,  minus payment ? o r  employcsa and 
off  i c e  maintenance chargee ,  t o  +the proper branch of goverrment f o r  water  
c l e a n i n g  purposes.  I n  a d d i t i o n ,  funds w i l l  be t m n e d  over  t o  " s p e c i f i c  
a r e a s  of t h e  g e n e r a l  community", t o  purchase i t ems  neceesary  t o  have c l e a n e r  
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w a t e r  i n  homes, schoo le ,  a d  p u b l i c  placee.  

I n  A development l e t t e r  da ted  ***** **  ****, ue inqu i red  a s  t o  t h e  
c r i t e r i a  f o r  determining t h e  benef i c i a r i e e  (gooerrmental  u n i t a ,  f o r  prof i t  
c o r p o r a t i o n s ,  o r  p r i v a t e  i n d i v i d u a l e )  of funding t o  improve water  q u a l i t y .  
We requested t h a t  you d e s c r i b e  t h e  "procedures f o r  a a c e r t a i n i a g  needs,  
making c o n t a c t s ,  de termining t h e  a p p r o p r i a t e  remedies,  d iepeneing funde,  
s u p r v i s i n g  p r o j e c t s  ( o r  checking on progrese) ,  and a l 1 , o t h e r  f a c t o r e  
whi ch r e l a t e  t o  t h e  implementat ion  of programs t o  improve water  q u a l i t y " .  

Yo11 responded,  i n  p a r t ,  a s  fo l lowe:  

"More spe i c  d e t a i  1.8 can be worked - ~ t :  l a t e r . .  .Companies t h a t  t h e  
g w e r m e n t  u a t 8  t o  c l e a n  our pub l i c  wa te r ,  and poor people,  who c a n ' t  
a f f o r d  water f l l t e r e  o r  c o n d i t i o n e r a ,  w i l l  be helped,  na w e l l  a s  wi th  
dermatology p r e e c r i p t i o n s  where needed. l e c o r d e  will ba kept."  

Elsewhere., *** ******   informs 118 t h a t ,  "Officee i n  o t h e r  major 
me t ropo l i t an  a r e a s ,  o r  under my of f i c e ,  c a n  have an of f i c e  manager in 
my place ,  making ***** /hr. ***  pe rcen t  of t h e  money they c o l l e c t ,  i s  
t o  be d e p o ~ i t e d  t o  my o f f i c e ,  3% of which would be my r o y a l t y  payment, 
f o r  e t a r t l n g  * * * * * * * * *  ******  **** r, i f  t h a t  is a l l  r i g h t  w i t h  t h e  
government." 

You have submitted proposed h d g e t s  c o v e r i q  t h e  per iod *****  **  *****  
through *****  * *  ***8. Funds w i l l  be expended f o r  o f f i c e  l e a e e  o r  r e n t a l ,  
b u r g l a r  alarm a y a t m ,  o f f i c e  supp l i ea ,  insurance,  and a t t o r n e y ' s  feee.  
*Employee Propoanle 1-3" inc lude  hour ly  wages f o r  va r ious  c l a s s f  f i c n t i o n s  
of employees. Under a l l  t h r e e  propoaale,  *** * * * * * *  w i l l  be ccrmpensntcd 
a t  a  r a t e  of $*5 per how;. 

The l a s t  paragraph of a  f l y e r  d r a t 4  *****  * *  ***5, i n c l u d e s  t h e  sen tence ,  
" * * * * * * * * *  ******  ****   i s  a  money-making p r o j e c t  f o r  ****** *******  .^ - 
*** ******   l a t e r  caumentd on t h i s  s e r ~ t e n c e  as f o l l m :  "I can  and m e t  he 
paid  f o r  o f f  i c e  work, record  keeping,  monitoring,  f u n d - r a i e i  ng , w.'.lings, 
plnd R d m i n i ~ t r a t i o n  of *******  * *  ******  ****  ." Ha f u r t h e r  s t a t e d  t h a t  
payment t o  him may have t o  he delayod u n t i l  t h e  orgnnizf t t ion i s  mcre s o l v e n t .  

I n  n l e t t e r  dated *******  * *  ***6, you s t a t e  t h a t  you owe **********   
********   f o r  work performed i n  t h e  perlod *****  **  **** t o  ******  **  ***5. 

A l e t t e r  dated ********  **  ***** , aigntld by *** *******  ******  ,  
underneath vhich i e  s t a t e d  "Pounder and P r e s i d e n t  of ******** * *  ******  
**** r", beg ins  "Dear Company" and c o n t a i w  t h e  fo l lowing \ - t a t m i e n t  i n  para- 
graph two: 

". . . I m i n t e r e s t e d  i n  e d o r e i n g  company v a t e r  uee products ,  and becausg? 
I would l i k e  t o  know Sf you a r e  f .n ta rcs ted  i n  p u r c h a s i q ,  and rieing t h i e  writer 
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s t s r i l t r a t i o n  i d e a  of mine." 

S e c t i o n  501(c ) (3 )  of the  Code provides  f o r  the  exemption f r o a  f e d e r a l  
income t a x  of o r g a n i z a t i o n e  organized and opera ted " e ~ c l u n i u e l y "  f o r  
religious, c h a r i t a b l e ,  e d u c a t i o n a l ,  o r  o t h e r  specified exempt purpoacae, 
no p a r t  of t h e  n e t  earning8 of which i n u r e s  t o  t h e  b e n e f i t  of ~ n p  p r i v a t e  
s h a r e h o l d e r  o r  i n d i v i d u a l .  

S e c t i o n  1 . 5 0 1 ( ~ ) ( 3 ) - 1  ( a ) ( l )  of t h e  Income Tax Regu!ations provides  r h a t  
i n  o r d e r  t o  q u a l i f y  For exemption undnr Code s e c t i o n  501(c ) (3 ) ,  a n  o rgan i -  
zatiorr  mu8t be both organized and opera", exc lue ive ly  f o r  one! o r  wra 
exempt purposes. F a i l u r e  t o  meet e i t h e r  t h e  o r g a n i z a t i o n a l  o r  o p e r a t i o n a l  
t e e t  w i l l  d i  e q u a l i  f y  a n  o r g a n i z a t i o n  from exemption under s e c t  i o n  501(c)(3).  
Qur the r tmre ,  an app? i c a n t  o r g a n i z a t i o n  has  t h e  burden of proving t h a t  i t  
c l e a r 1  y meetu a l l  the  requirements of t h e  p a r t i c u l a r  Code s e c t i o n  under 
whictr i t  has  a p p l i e d .  See Ketiner v.  Commissioner (63-2 U.S.T.C.  p a r a ,  
9519) 318 F.  2d 632 ( 7 t h  C i r .  1961) and Cleveland C h i r o p r a c t i c  Co l lege  v. 
Comm!ssioncr, (63-1 U.S.T.C. para.  9200) 312 F. 2d 203, 206 ( 8 t h  C i r . ,  1963). - - 

A fundamental requirement of the  o r g a n i z a t i o n a l  t e s t  i n  e e t  f o r t h  
i n  s e c t i o n  1 . 5 0 1 ( ~ ) ( 3 ) - l ( b ) ( 4 )  of t h e  r e g u l a t i o n s .  I t  r e q u i r e s  t h a t ,  
rlpon d i a e o l u t f o n ,  t h e  n s s e t s  of t h e  o rgan iza t ion  vould ,  by reaeon of tho 
o r g ~ n i z a t i o n ' a  governing Lnmtrtlment o r  opera t ton  of law, be d i s t r i b u t e d  
t o  nccanol lah  one nr sol-P c.rnn\pt pcrFccng (z!:$!;i t k  B C \ , ~ B  01 Cocie eeccion 
501 ( c ) ( 3 ) )  o r  be d t s t r i b u t ~ d  t o  ~1 governrwntal  lilt  t ( F e d e r a l ,  S t a t e ,  0:: 

l o c n l )  f o r  a pub l i r  purpose.  

Concernfng t h e  operatiortnl  t e a t  undcr Code gec t ion  501 ( c ) ( 3 ) ,  nett i o n  
1.501 ( c ) ( 3 ) - i  ( b ) ( l ) ( v )  of t h e  r e g u l a t i o n s  s t a t e s  t h a t  an o r g a n i z n t i o n  must, 
t n  o r d e r  to  e s t n b l i s n  i t o  etemprion,  atibmit a  d e t a i l e d  e tn tcment  of i t s  
propoecd a c t i v i t i e n  with a n d  ae a  p a r t  o f .  i t e  a p p l i c a t i 6 n  for exemption. 
S e c t i o n  1.501 (81-1 ( b ) ( 2 )  provides  t h a t  the  S e n i c e  .'may r e q u i r e  any addi-  
t i o n a l  i n f o r m t i o n  deemed neceseftry fo r  a proper dctnl-Blination of whether , 
a p a r t i c u l a r  o r g a n i z a t i o n  i s  exempt undcr s e c t i o n  ?Ol (a )  ...." 

Rev. Proc.  8 ' ) -25 ;mO-1  C.R.  6b7 ~ e t ~  f o r t h  rev ieed  procedures with'- 
regarci t o  ~ p p l i c a t i o n s  f o r  t e c o g n i t f o n  of e x e a r t i o n  f r m  federp.1 incm.? 
t a x  under s ~ r r i o n a  501 and 521 oL t h e  I r t e rna l  Revenue Code. S e c t i o n  5.02 
u t a t e a  i n  p r r t i n e n t  part r h a t :  

"Exempt s t o t u a  dl1 be recog,: t e I i n  d v a n c e  of o*,era t iohe i f  
proposed o p e r a t i o n s  c a l  bc ilcecr4bet i n  e u f f i c i t n t  d e t a i l  t o  
permit  R conclus ion t h a ~  thrb nrganiza :lone d l 1  c l e a r l y  meet 
the p a r t i c u l a r  requirement8 of t h e  s e c t i o n  under which exemption 
is  claimed. . . .The o r g ~ n i z a  t io.1 must f u l l y  d e s c r i b e  t h e  
a c t i v i t i e s  i n  which i t  expec1.s t o  cnuage, i n c l u d i n  

c a r r y i n g  o u t  t h e  a c t i v i t i e s :  t h e  a n t i c i p a t e d  sources  of r e c c i p t e ;  - 
and the n a t u r e  of contemplated expefidi.tures. Where t h e  
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o r g a n i z a t i o n  cannot demonetra te  t o  t h e  s a t i e f a c t i o n  of t h e  S e r v i c e  
t h a t  i t s  proposed a c t  i v P t i e e  w i l l  be exempt, a record of a c t u a l  
o p e r a t i o h e  nay be  requ i red  b e f o r e  a r u l i n g  o r  de te r in ina t ion  l e t t e r  
w i l l  be i s s u e d .  Xn t h o s e  cases ... s r e f u e a l  t o  i e g w  a  ru l i rq ,  o r  
d e t e r m i n a t i o n  l e t t e r  w i l l  be connidered a n  adverse de te rmina t ion  
from whi.ch a d m i n i s t r a t i v e  appeal  r i g h t s  w i l l  be a f fo rded . "  
(ernphaa i e  supp l i ed) .  

Sec t  i o n  1 . 5 0 1 ( ~ ) ( 3 ) - 1  ( c ) ( l )  of t h e  regulations providee t h a t  an 
o r g a n i z a t i o n  w i l l  be regarded a 8  'operated ' exc lue ivs ly"  f o r  one o r  morc 
exempt purposes only i f  i t  engages p r imar i ly  i n  a c t i v i t t e s  which accaarpliah 
one o r  more exempt purposes under s e e t i o n  501(c)(3) .  Under Subparagraph 
( 2 ) ,  a n  o r g a n i z a t i o n  i n  not opera ted ~ c l u e i v c l y  f o r  unc: o r  more exempt 
purposes i f  i t s  n e t  e a r n i n g s  i n u r e  i n  whole o r  i n  p e r t  t o  t h e  b e n e f t t  of 
p r i v a t e  sha reho lde rs  o r  i r d i v i d u a l s .  Furthennore,  c o u r t s  have i n t e r p r e t &  
t h e   tata ate's p r o h i b i t i o n  aga ina t  inurement of n e t  ea ln inga  t o  be a b s o l u t e  
i n  n a t u r e ,  i . e . ,  t h e  amount o r  e x t e n t  of h e n e f i t  i e  not a  deee rmin i ra  f a c t o r .  
See The Four,ding Church of Sc ien to logy ,  (69-2 USTC par8  5538),  412 F; 2c; --- 
1 1 9 7  (Ct .  Cla.) and Syokane Motorcycle Club r. United - S t a t e s ,  (63-2 USTC 
para.  9681) '  2 2 2  F. Supp. 151 (E.Q. Waalr. 1963). 

Tn t h e  case of People of Cod C r m u n i t y  T. Commissioner, y 9  T.C. 127 
( 1 9 R O ) ,  t h e  TAX Court concl.uded t h a t  p a r t  of t h e  o r g a n i z a t i o n ' *  n e t  ea rn tnge  
inured t o  the  b e n e f i t  of p r i v n t e  ehnrelcolJers o r  i t d i u i d u a l a  and accord ing lp  
held  t h a t  t h e  o r g a n i z a t i o n  Lo not  t a x  exempt under s e c t i o n  5 0 1 ( c ) ( 3 ) .  
The f a c t s  ~howed t h a t  the  o r g a n i z a t i o n ' s  founder and one of i t s  t h r e e  
min i s t e  r e  received cornpenant ion baaed an a percentdge of t h e  g rose  t i t h c e  
nnd o f f e r i n g s  received by t h e  "church". Genera l ly ,  t h e  percentage i e  
h s c d  on what t h i s  i n d i v i d u a l  r ece ived  i n  rhe  p r i o r  year ,  a d j u s t e d  upward 
t o  r e f l e c t   hi^ i ~ c r e 8 S e d  personal  expenees a d  downward t o  t h e  e x t e n t  t h a t  
l a r g e r  grose  r e c e i p t s  permlt  an i n c r e a s e  i n  t h e  cornpeneation of t h e  o tgan i -  
z e t l o n ' a  o t h e r  m i n i a t e r e .  who a l s o  rece ive  ,I (smaller) percan taee  of g r o s s  
t l t h c ~ .  No upper l i m i t  ts s e t  f o r  the  t o t a l  amount which t h e  fo~ lnder  cou'ld 
r - c t - l v c  ~ m d e r  the  fom,uln .  - -- 

T l i e  Tax Court c o n ~  !rlded t h a t  p r i v a t e  imlrement r e s u l t e d  from t h e  above 
orranQfment because of t h e  complete c o n t r o l  af t h e  o r g a n i z a t i o n  vested i n  
t h e  t l i r c e  ra in ie te r s .  However, t h e  Court  :ade c l e a r  t h a t  not a l l  pe rcen tage  
compen~atLon arrangernenta n r e  o b j e c t i o n a b l e ,  3 3  followu: 

"We do not., however, mean t o  imply t h a t  a l l  con t ingen t  cornpewation 
a r r a n g e r n u t s  made by c h a r i t a b l e  o r g a n i z a t i o n s  w i l l  p reclude t a x  exempt a t a t u s .  
Such arrangemenks a r e  R part of buelneaa l i f e  and mubt ~ c c a e i o n a l l y  be paid 
by a c h a r i t y  t o  s a l e s m ~ n ,  pub l i ehera ,  suppor t  groups,  and even fund r a i e e r e .  
See Broadway T h e a t r e  Leagtre of Lynchburg, Va. v. United S t a t e s ,  293 F. Supp. - 
346 (w.n. Va. 1968).  ~ c i h n c e  and Research Foundatioa,  Xnc. v. United - S t a t e s ,  
181 F. Supp. 526 (S.Q. Ill .  1960).  What i s  prohibited.  i c  inurement ' l o  t h e  
b e n e f i t  of -anp p r i v a t e  eharehol d e r  o r  i n d i v i d u a l .  ' S e c t i o n  501 ( c ) ( 3 ) ;  
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s e c t  ton  1.501 (c ) (3 ) -1  ( c ) ( 2 ) ,  Incanc Tax Reg8. The term ' p r i v a t e  s h a r e h o l d e r  
o r  in(',:-rtdzlal' r e f e r e  t o  perpons w h o  have a  personal  and p r i v a t e  i n t e r e e t  
i n  t h e  payor o r g a n i z a t i o n ,  Sec t  i o n  1.501 (a)-1 (c) ,  Income Tax Regs; 
Gemological I n s t i t u t e  of America v. Cotllmissioner, s u p r a  (17 T.C. 1604 
(1952) ,  a f f d .  per  c u t i a n  212 F. 2d 205 ( 9 t h  ~ F 1 9 5 4 ) ) .  The tern does not 
r e f e r  t:o u n r e l a t e d  t h i r d  p a r t i e s . "  

Sect  ion  1.501 (c)(3)-1  ( d ) ( l ) ( i i )  of t h e  r e g u l a t i o n s  provide8 t h a t  an 
o r g a n i z a t i o n  is no t  organized o r  opera ted exclusively f o r  ons o r  m r e  
exenpt purrowes rmder s e c t  ion  501(c ) (3 )  w l e e e  i t  oervae a  pub l i c  r a t h e r  
than a p r i v a t e  i n t e r e s t .  Thus, t o  m e t  t h e  requiremanta of t h f a  s e c t i o n ,  
i t  i u  ncceReary f o r  an o r g a n i z a t i o n  t o  establish i t  i s  not organized o r  
u ~ e r a t e d  f o r  t h e  b e n e f i t  of p r i v a t e  i n t e r e s t e  euch a s  des ignated i n d i v i d u a l s ,  
t h e  c r e a t o r  o r  h i s  family ,  sha reho lde ra  of the  o r g a n i z a t i o n ,  o r  pereonu, 
c o n t r o l l e d ,  d i r e c t l y  o r  i n d i r e c t l y ,  by euch p r i v a t e  i n t e r e s t s .  

With respec t  to  your own n p p l i c a t i o n  under Code r e c t i o n  5 0 1 ( c ) ( 3 ) ,  
WP n o t e  t h a t  your i n c o r p o r a t i n g  ins t rument  doea not  have a p rov i s ion  vhich 
d c d  t  c a t c s  your rcmalning aefieta t o  exempt purposes ( v i t h i n  t h e  meaning of 
ucct  ion  5 0 1 ( c ) ( 7 ) )  upon your dissolution. Thus, you do not meet t h e  
rccqut rment 11ndt.r ~ e c t  ion 1.501 (c ) (3 ) -1  ( h ) ( 4 )  of the  r c ~ u l a t i o n s .  I n  add1 t  ion,  
yoclr governt nu i n e t  rumcnt d o e ~  not con ta in  a r y  language which limits your 
n r t  l v i t  t e ~  t o  thoue v i t h i n  the acope of a e c t i o n  501(c ) (3 )  o r  language 
vhic'n p roh ih i tu  t h e  inurement ot your ne t  eftrnings t o  the  b e n e f i t  O F  any 
p r l v n t c  par t  f eu .  

Concorning t h e  opernt  lonal  t e s t ,  you have not furniohed ua wi th  d e t a i l e d  
informat ion concerning t h e  c a e t l ~ ~ d a  and procedure8 which you w i l l  u t i l i z e  
t o  implement your v a t e r  qrml i ty  improvement progrnm d e a p i t e  our s p e c i f i c  
r c l u e a t  fo r  uuch informat ion.  Thia f a i l u r e  o r  r e f u s a l  t o  f u r n i a h  i n f o n u n t i o n  
which i u  r e u p n ~ i \ r e  t o  our de elopmental  i q u i r y  i s  ground f o r  concluding 
t h a t  you do not meet the  operrrt ional  t e s t  under Code s e c t i o n  5 0 1 ( c ) ( 3 ) .  
See Rev. Proc.  80-25, Sec. 3.02. - 

There  is  anothe-nd f o r  concluding t h a t  you dc not meet r.he o p r b q u o n a l  
ter; t  cmder a e c t i o n  501(c ) (3 ) .  The evidence furniehed i s  t h a t ,  t o  d a t e ,  your 
a c t  t v i r i e u  have h e n  conducted by one men, ****** ******  , &o l a  your founder  
nnd P r e s i d e n t .  The r e a l i t y  I n  t h a t  *** * * * * *   h I complete arid exc lue ivo  
c o n t r o l  over  your p o l i c i e ~  end day-to-day o p e r a t i o n s .  Aa euch, he  CB c l e a r l y  
a " p r i v a t e  , shareholder  o r  ind i .v idua lW within  t h e  meaning oE e e c t i o n  1!.501(a)- 
l ( c )  of the regul t i t ione .  You have s t a t e d  t h a t  *** ******* w i l l  be compensated 

a t  R r a t e  of $**/hnur,  d e s p i t e  h in  l a c k  of any p a r t i c u l a r  e x p e r t l e e  o r  
e d u c a t i o n a l  background with r e s p e c t  t o  water  q u a l i t y .  Rasec! on tkiz rate 
of compensation,  you have s t a t e d  t h a t  you owe *** ******   $********* f o r  
work performed i n  the  per iod *****  * *  **** t o  ******  **  ****. We n o t e  
t h a t  *** ******  i e  t h e  only person i n  a  p a i t i o n  t o  determine t h e  a c t u a l  . 
hours  t h a t  he  worked on your beha l f .  We a l so  t a k e  n o t e  of t h e  s t a t ement  
i n  t h e  l e t t e r  of *****  * *  ***5,  t h a t  " * * * * * * * * *  ******  ****   1s a 



* *  * * * *  *** ******  ****   

money.-making p r o j e c t  f o r  * * * * * *  ******  ." I n a ~ m u c h  as *** ******  i s  i n  a  
p r . e i t i o n  t o  a e t  h i s  own e a l a r y ,  and t h e  r a t e  of  compensat ion a p p e a r s  e x c e a s i v e ,  
we conclude  t h a t  your n e t   earning^ w i l l  i r iure t o  t h e  b e n e f i t  of a  p r i v a c e  
s h a r e h o l d e r  o r  i n d i v i d u a l  i n  contrsven:ion a f  t h e  r equ i r emen t  under  s e c t i o n  
1 . 5 0 1 ( ~ ) ( 3 ) - l ( c ) ( 2 ) .  P u r t  hermore, t h e  planned ar rangement  whereby *** ******   
w i l l  r e c e i v e  A 3% r o y a l t y  frorn funds  r e m i t t e d  t o  you by f u t u r e  b ranch  o f f i c e 8  
i s  c l e a r l y  An o b j e c t i o n a b l e  p e r c e n t a g e  compeneat ion a r rangement ,  g i v e n  Mr. 
Karr iem'  s c o n t r c l l i n g  p o s i t i o n ,  A s  s u c h ,  i t  a l s o  c o n s t i  t t l t e s  :nurement of 
your n e t  e a r n i n g a  w i t h i n  t he  meaning of s e c t i o n  1 .501(c ) (3 ) - l ( c ) (2 ) .  I n  t h i s  
r e g a r d ,  s e e  t h e  d i s c u s s i o - ~  i n  Peop le  o C  Cod C o m ~ n l t y ,  c i t e d  above.  .--- 

*** *******  h a s  a l s o  attempte:d t o  c a p i t a l i z e  on h i s  p s i t i o n  as your 
founder  and Prea  J.dent t o  advance h i s  p e r s o n a l  f i n a n c i a l  i n t e r e s t .  We r e f s  r 
e p e c i f i c ~ l l y  t o  h i s  proposed endol.eament of "company w a t e r  u s e  p r o d u c t e n  orr 
w e l l  as  hi!, a t t e m p t  t o   ell h i 8  own "water  s t e r i l i z a t i o n  i d e a n  i n  t h e  l e t t e r  
of ********* * *  ****. T h i s  e x p l o i t a t i o n  of h i e  c o n n e c t i o n  t o  you i s  a n o t h e r  
c l e a r  i n d i c a t i o n  t h a t  you a r e  o rgan ized  and o p e r a t e d  t o  s e r v e  a p r i v a t e ,  
r a t h e r  than  FL p u b l i c ,  i n t e r e s t .  Tn t h i e  c o n t e x t ,  8 e e  t h e  requi rement  under  
s e c t i o n  1 . 7 0 l ( c ) ( 3 ) - l ( d ) ( l ) ( i i )  of t h e  r c g u l n t i o n e .  

Tht. a v a i l a b l e  ev idence  i n d i c a t c s  t h a t  you a r e  n e i t h e r  organized  nor 
o;wrn t e d  " e x c l u s i v e l y "  f o r  exempt purposce  under Coda n c c t   lo:^ 501 ( c ! !  3 ) .  
S e c t  l!,n 1.501 ( c )  ( 3 ) - l ( a )  (1 ) of the! r c g r ~ l n t i a n s   provide^ :hat an o r g a n i z a t i o n  
1 s  not exempt: undct sec t . lon  5 0 1 ( ~ ) ( 3 ?  t f  i t  tef.1: tc rcer!- ?!:her t h e  crrgri,ll- 
z a t  t o n a l  o r  opernt ior . t i1  t e 8  t .  

Hqrtcd q11 t he  forep,oi.ng, we hold  t h a t  you a r e  ?or c x ~ m p t  lrom t ' ede ra l  
!ncome I a x  under s e c t i o n  501 ( c )  ( 3 )  of t h e  Code. T h e r e f o r e  % cc jn t r i hu t  i o n s  
t o  you a r e  not d e d u c t i b l e  under  e e c t i o n  170 of t h e  Code. You & r e  r e q u i r e d  
t o  f i l e  f c d c r n l  income t a x  r e t u r n 8  on  Form 1120. 

Yo11 have the  r i g h t  to  p r o t e s t  t h i e  n ~ l i n g  i f  you b e l i e v e  i t  i n  i n c o r r e c t .  
To p r o t e s t ,  yw.1 s h o u l d  submit  e  s t a t e m e n t  of your viewe, wit i :  f i  f u l l  expl .ane t ion  
of your r c a ~ : o ~ ~ i q ,  T h i e  s t a t e r t e n t  must be submi t t ed  w i t h i n  30 day8 from t>day; 
i n  r l u p l i c n t s ,  nnd muat hc ~ t g n e d  by one of your p r i n c i p a l  o f f i c e r s .  When 
send ing  .s prot  e s t  o r  e . r  cor respondence  w i t h  rct lpcct  t o  t h i s  c a s e ,  you -- 
vil.1 e x p e d i t e  i t 5  r e c e i p t  hy p l a c l n g  t h e  f o l l n b d n g  ~ y m b o l s  on t h e  enve lope :  
****************  ***** ****. Then6 nyrabole d o  n.Jt <rr.fer to your c a s e ,  h u t  t e t h e r  
t o  i t s  l o c a t . l c ~ n .  

You e l ~ o  havc! n  r i g h t  to R c o n f e r e n c e  i n  t h i ~  o f f i c e  a f  t-.or: pour e t a t s m c n t  
1s submi1:ted. Tf you d e s i r e  A c o n f e r e n c e ,  you  muat r equen t  i t  whet; :zag.? f i f e  
your p r o t e s t  s t a t e m e n t .  If y.)u a r e  t o  be r e p r e s e n t e d  by eornqone who i3 not: 
on2 of your p r i n c i p a l  o f f i c e r s ,  h e  must f i l e  a p rope r  pcwer of a t t o r n e y  atld 
o t h e r w i n e  q u a l i f y  under  ou r  Conference  and P r a c t i c e s  require cent^. 

If you do n o t  p r o t e s t  t h i s  proposed r u l i n z  i n  a  t i m e l y  mannel ,  i t  w i l l  b e  
c o n s i d e r e d  by t h e  I n t e r n a l  Revenue S e r v i c e  as a  f a i l u r e  t o  e x h a u s t  a v a i l a b l e  
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adrninlntrstfvcs remudiss .  Sect ion 7428(h)(2) of tt.s Internal Revemle Clocle 
providac, i h  pa r t ,  t h a t ,  *A decl~ratory jtidgmsnt ox decree under thir  s e c t i a n  
s h a l l  not be l s s u c d  bn any p r o c e d l r q s  ur,Tens ' the  Tax Cburt, the Claim C a r t ,  
or the d i s t r i c t  court  of t h e  PnittA Statsn for t h e  Distriet of  Col.ttnbia 
dateminee  tilnt the orffsniaat ion imralmtd hae exhaunted adminis t ra t i re  r e m ~ d i a s  
nva ilah'la to  L t within the  Internal Revenue Service." 

If we do not  hear fr&n you within 30 dnys, th ie  mllrrp will beem f i n a l  
and copies v f l l  ht torvarded t o  the Dia t r l c t  Diret:tor, Cincinnati, Ohio, thich 
i e  your key d i n t r i c t  f o r  exempt orgoniarntion m t t e n r .  'Pherr:!+'Ler, any q u s a t i o n ~  
about your federa l  incoma t a x  r ta ruo  rhould he at fdrea~dd t o  yt-?ur ksv  D l s t r i e t  
Director ,  Tl~c appropriate  S t a t e  o f f i c i n f s  4 1 1  b notiffed of th ib  ac t ion  i n  
accordance with sec t ion  6104(c) of t h e  Code. 

c c :  Dl) ,  C i n c l n n a t  1 
A t  t n: ?O Gror~p 

c c :  **** S t a t e  offici~ls 


